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operating lease. 



a. Collectibility of the minimum lease payments is reasonably predictable. A lessor shall not be precluded 
from classifying a lease as a sales-type lease or as a direct financing lease simply because the receivable is 
subject to an estimate of uncollectibility based on experience with groups of similar receivables. 

b. No important uncertainties surround the amount of unreimbursable costs yet to be incurred by the lessor 
under the lease. Important uncertainties might include commitments by the lessor to guarantee performance 
of the leased property in a manner more extensive than the typical product warranty or to effectively protect 
the lessee from obsolescence of the leased property. However, the necessity of estimating executory costs 
such as insurance, maintenance, and taxes to be paid by the lessor (see paragraphs 17(a) and 18(a)) shall not 
by itself constitute an important uncertainty as referred to herein. 

9. If at any time the lessee and lessor agree to change the provisions of the lease, other than by renewing die 
lease or extending its term, in a manner that would have resulted in a different classification of the lease under 
the criteria in paragraphs 7 and 8 had the changed terms been in effect at die inception of the lease, the revised 
agreement shall be considered as a new agreement over its term, and the criteria in paragraphs 7 and 8 shall be 
applied for purposes of classifying the new lease. Likewise, except when a guarantee or penalty is rendered 
inoperative as described in paragraphs 12 and 17(e), any action that extends the lease beyond the expiration of 
the existing lease term (see paragraph 5(f)), such as the exercise of a lease renewal option other than those 
already included in the lease term, shall be considered as a new agreement, which shall be classified according 
to the provisions of paragraphs 6-8. Changes in estimates (for example, changes in estimates of the economic 
life or of the residual value of the leased property) or changes in circumstances (for example, default by the 
lessee), however, shall not give rise to a new classification of a lease for accounting purposes. 

Accounting and Reporting by Lessees 

Capital Leases 

10. The lessee shall record a capital lease as an asset and an obligation at an amount equal to the present 
value at the beginning of the lease term of minimum lease payments during the lease term, excluding that 
portion of the payments representing executory costs such as insurance, maintenance, and taxes to be paid by the 
lessor, together with any profit thereon. However, if the amount so determined exceeds the fair value of the 
leased property at the inception of the lease, the amount recorded as the asset and obligation shall be the fair 
value. If the portion of the minimum lease payments representing executory costs, including profit thereon, is 
not determinable from die provisions of the lease, an estimate of the amount shall be made. The discount rate to 
be used in determining present value of the minimum lease payments shall be that prescribed for the lessee in 
paragraph 7(d). (See Appendix C for illustrations.) 

11. Except as provided in paragraphs 25 and 26 with respect to leases involving land, the asset recorded 
under a capital lease shall be amortized as follows: 

a. If the lease meets the criterion of either paragraph 7(a) or 7(b), the asset shall be amortized in a manner 
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and obligation under the lease shall be removed, gain or loss shall be recognized for the difference, and the 
new lease agreement shall thereafter be accounted for as any other operating lease. 

b. Except when a guarantee or penalty is rendered inoperative as described in paragraph 12, a renewal or an 
extension 15 of an existing lease shall be accounted for as follows: 

i. If the renewal or extension is classified as a capital lease, it shall be accounted for as described in 
subparagraph (a) above. 

ii If the renewal or extension is classified as an operating lease, the existing lease shall continue to be 
accounted for as a capital lease to the end of its original term, and the renewal or extension shall be 
accounted for as any other operating lease. 

c. A termination of a capital lease shall be accounted for by removing the asset and obligation, with gain or 
loss recognized for the difference. 

Operating Leases 

15. Normally, r ental on an operating lease sh all be charged to expense o ver the lease term as it becomes 
payable. If rental payments are not made on a straight-line basis, rental expense ne vertheless shall be 
recog nized on a straight-line basis unless another systematic and rational basis is more representative ol tiie tune 
pattern in which use benefit is derived from the leased property, in which case that basis shall be used. 

Disclosures 

16. The followi ng information with respect to lease s shall be disclosed i n the lessee's financial statements or 
the footnotes thereto (see Appendix D for illustrations). 



a. For capital leases: 

i. The gross amount of assets recorded under capital leases as of the date of each balance sheet presented 
by major classes according to nature or function. This information may be combined with the 
comparable information for owned assets. 

ii. Future minimum lease payments as of the date of the latest balance sheet presented, in the aggregate 
and for each of the five succeeding fiscal years, with separate deductions from the total for the amount 
representing executory costs, including any profit thereon, included in the minimum lease payments 
and for the amount of the imputed interest necessary to reduce the net minimum lease payments to 
present value (see paragraph 10). 

iii. The total of minimum sublease rentals to be received in the future under noncancelable subleases as of 
the date of the latest balance sheet presented. 

iv. Total contingent rentals (rentals on which the amounts are dependent on some factor other than the 
passage of time) actually incurred for each period for which an income statement is presented. 

b. For operating leases having initial or remaining noncancelable lease terms in excess of one year: 

i. Future minimum rental payments required as of the date of the latest balance sheet presented, in the 
aggregate and for each of the five succeeding fiscal years. 

ii. The total of minimum rentals to be received in the future under noncancelable subleases as of the date 
of the latest balance sheet presented. 

c. For all operating leases, rental expense for each period for which an income statement is presented, with 
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